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Instructions: 
 
1.          Number of pages:  3 pages. 
2. The paper consists of five (5) questions.  
3. Answer only four (4) questions. 
4. Each question carries 25 marks.  
5. Noiseless calculators may be used. 
6. Please write neatly and legibly. 
7.  Ambiguous or unsupported answers will not receive full credit. 
 
Question 1  
 
a) Explain the growth in the public sector by differentiating between the “development models”, 
“Wagner’s law” and “Baumol’s law”. 
 [25] 
 
Question 2  
 
a) Using the appropriate equations and graphs, explain how an externality creates a market 
inefficiency. Show how a Pigouvian tax can be used to solve the externality.  
[25] 
 
Question 3  
 
a) The following is an extract from the 2015 Budget on tax proposals for the upcoming fiscal year: 
 
 Nominal gross tax revenue for 2013/14 amounted to R900 billion, a 10.6 per cent or R86.2 
billion increase from the prior year. 
 The 2014 Budget projected 10.5 per cent growth in tax revenues for 2014/15. This has been 
revised down to 8.8 per cent, reflecting weaker-than-expected economic growth. 
 The 2015 tax proposals reflect government’s commitment to stabilise the fiscus, while ensuring 
that the tax system remains fair, efficient and progressive. 
 The main proposals are to raise personal income tax rates for all but the lowest tax bracket by 
one percentage point, and to increase the fuel levies by a total of 80.5 c/litre. 
 
Using the appropriate theories, including graphs or equations where necessary, critically assess 
government’s rationale behind the following tax decisions and indicate whether you would ultimately 
agree or disagree with such decisions: 
 
i. The increase of income tax and the fuel levy, as opposed to other tax instruments such as VAT 
or corporate tax. 
ii. The continuous increase in the Sin (tobacco and alcohol) taxes. 
 [25] 
 
Question 4  
 
a) Using the appropriate method to analyse the economic impact of taxes, explain in what instance a 
selective tax on a commodity does not result in a deadweight loss to society.     
 [10] 
 
b) Annexure A shows labour supply elasticities for married men, married women and lone mothers. 
Interpret the results and, using the appropriate graphs and equations, explain possible impacts of 
an income tax increase on work effort.       
            [15] 
 
Question 5  
 
a) A fiscal decentralised system is always more efficient and more equitable than a fiscally centralised 
system. Discuss. 
  [10]  
 
b) Section 51 of the Municipal Finance Management Act (MFMA) states as follows:  
 
“Neither the national nor a provincial government may guarantee the debt of a municipality or municipal 
entity except to the extent that Chapter 8 of the Public Finance Management Act provides for such 
guarantees” 
  
Do you think this provision is sufficient in implementing a “hard budget constraint” on local government? 
Explain your answer using an appropriate theoretical model.  
   [15]   
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